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Despite rumors and maneuvers on the international 
scene, business activity continued strong in June. For the 
fourth successive month, the Federal Reserve index of 
industrial activity showed little change; the index in 
June was almost the same as the May figure of 223 per- 
cent of the 1935-39 average. Output of the durable-goods 
industries has been stable since March, with industrial 
and military equipment continuing to expand, consumer 
goods declining, and metals and building materials re- 
maining about even. 

The increasing likelihood that the fighting in Korea 
may soon be at an end has put a damper on the stock 
market. At the end of the month, the Dow-Jones index 
of industrial stocks reached a low for the year of 241.7, 
22 points below the high of last May 3. (For an interpre- 
tation of this trend, see p. 2.) 


Prices Turn Downward 


The wholesale price declines that had begun at the 
end of April continued through June. By the end of the 
month, the highly sensitive index of 28 spot commodity 
prices had declined for the ninth consecutive week, and 
was down 4.5 percent in the month. The comprehensive 
BLS index of wholesale prices fell a little less than 
| percent during June, primarily as a result of a 5.2 per- 
cent drop in grain prices and lesser declines in the prices 
of chemicals and lumber. However, the index was 15.1 
percent above the level of last June, when the Korean 
fighting began. 

Farm prices also declined in June, the index of prices 
received by farmers falling to 301 percent of the 1910-14 
average on June 15; this was a 1.3 percent drop from the 
previous month. This decline led to a 2-point drop in the 
parity ratio, as prices paid by farmers remained un- 
changed. At 106 percent of parity on June 15, the ratio 
was considerably above the June, 1950, figure of 97. 


Construction at Peak for Month 

The value of new construction put in place in June 
rose 6 percent above the preceding month’s level to a 
record high for the month of $2.7 billion; this was 5.3 
percent above the figure for June, 1950. Military and 
industrial construction continued to form an increasing 
share of the total. Expenditures for the latter have risen 
129 percent since the Korean war began, and outlays for 
public construction have increased nearly 50 percent. Pri- 
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vate home building, on the other hand, is down 23 percent 
from last year, though slightly above the May figure. 

For the first half of this year, construction outlays 
amounted to nearly $14 billion, an all-time high 16 per- 
cent above the record total for the first six months of 
1950. The main factors in the rise were industrial build- 
ing, up 108 percent, commercial building, up 48 percent, 
and military construction, up 517 percent. Residential 
building, valued at $5.3 billion, has shown no change, 
which means a decline in physical volume. (The outlook 
for residential building is discussed in the special article 
on p. 6.) 


Farmers’ Position Improves 

If the American farmer does as well in the second 
half of the year as he has in the first half, he should 
come out well ahead of 1950. For the first six months of 
this year, farm receipts from the sale of agricultural 
products amounted to $13.2 billion, a 20 percent increase 
over the $11 billion of receipts for the first half of 1950; 
almost all of the advance came from the sale of livestock 
and livestock products. Though the increase is offset in 
part by a 13 percent rise in the cost of goods and services 
purchased for farm use, it still leaves the farmer con- 
siderably better off than last year. 


Manufacturers’ Inventories, Backlogs Rise 

Inventory holdings of manufacturers rose by a billion 
dollars from April to May to an all-time peak of $38.8 
billion. Most of the increase was concentrated in the 
durable-goods industries, whose stocks now amount to 
$18.5 billion. Although the sales of nondurable-goods 
manufacturers are more than twice as large as those of 
durable-goods manufacturers, the inventory holdings of 
the two groups of manufacturers are now nearly the 
same. 

New orders placed with nondurable-goods manufac- 
turers are running behind sales, but among durable-goods 
manufacturers backlogs are continuing to accumulate de- 
spite increased sales. Unfilled orders on the books of 
durable-goods manufacturers rose by $750 million in 
May. However, the over-all increase in manufacturers’ 
backlogs was the smallest since the Korean outbreak, 
$400 million, as the result of a $300 million decline of 
new orders for nondurable-goods relative to sales. 
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Stock Market Basically Strong 


The peace talks beginning at the anniversary of the 
Korean conflict have helped to put securities on the bar- 
gain counter again. At mid-year, the stock market as a 
whole was back to the level at the beginning of the year, 
and many stocks had fallen much further. 

The bearish view is supported by the business adjust- 
ment now going forward. Production in many lines had 
to be cut back in order to prevent inventories from piling 
up, and in some lines inventories are being liquidated. If 
these adjustments are accelerated, there may be an actual 
decline in total production, including military, rather than 
a mere levelling off. The temporary nature of any such 
decline was pointed out last month. 

Pessimistic appraisal of stock values is likely to be 
just as temporary. Business will continue prosperous and 
the trend at the end of the year will in all probability be 
upward. Profits exclusive of inventory revaluation, funds 
available for dividends, and actual dividend payments 
will all be well maintained. Investors with funds that 
cannot be effectively employed elsewhere are likely to find 
stocks attractive at prices well above the mid-year lows. 


Investment Funds Seeking Outlets 

Current developments in the economy are creating a 
situation in which investment outlets are being curtailed 
while funds available for investment continue to accumu- 
late. In the months ahead, pressure of idle money seems 
more likely to dominate financial markets than pressure 
of inflationary demand for resources. 

The large industrial expansion program cannot be 
depended upon to absorb a greatly increased volume of 
outside funds. It may be recalled that in a similar busi- 
ness readjustment in 1949, corporation finances and divi- 
dends were improved in the face of a substantial decline 
in reported profits. 

In the present instance, corporations in the aggregate 
will be able to carry out their expansion programs — 
even assuming that those programs are not cut back in 
the readjustment — without the need for increased bor- 
rowing or larger new securities issues. The alternative is 
to accumulate cash less rapidly. This does not mean that 
they will have to draw down existing cash balances, but 
merely stop building up bglances as rapidly as they did 
last year. This alternative may not be considered a de- 
sirable one, since many want to improve their liquid 


positions, but it will be the choice if the terms on which 
new funds can be obtained are unattractive. The chances 
are that total borrowing and new issues in 1951 will be 
no larger than in 1950. 

Other demands for funds are more definitely on the 
downgrade. Consumers’ installment debt is bound to de. 
cline with reduced sales of durable goods, even though 
terms are slightly relaxed. For similar reasons, residen- 
tial mortgage volume will tend downward with the trend 
of building activity. During the last four years, the in. 
crease in real estate mortages has been a primary outlet 
for the funds of such organizations as savings and loan 
associations, mutual savings banks, and life insurance 
companies. With demands for funds reduced, they will haye 
to find other outlets for the savings entrusted to them, 

Government borrowing is also likely to be very lim- 
ited. There will be little, if any, deficit this year even if 
scheduled increases in military programs are achieved, 
because receipts are increasing very rapidly with rising 
incomes, and the new taxes under discussion in Congress 
will cover most if not all of the expenditures not pro- 
vided for by existing taxes. 

At the same time, individual savings have sharply in- 
creased. In the second quarter, personal income continued 
to advance, but consumer purchases dropped back, with 
the result that personal saving advanced to a new post- 
war high, close to a $20 billion annual rate. Later in the 
year, higher taxes will cut into savings, but rising in- 
comes and further curtailment of supplies of durable 
goods will keep the rate of saving high. During 1951, in 
short, there will probably be a substantial increase in 
savings with no corresponding increase in borrowing. 

Bond prices have recently dropped, in line with 
changed policy on interest rates, but this must be con- 
sidered entirely a matter of policy rather than business 
or financial conditions; and policy now seems likely to 
turn back toward maintaining low interest rates. The 
Treasury requires stability of bond prices to carry 
through its refinancing successfully, and the volume of 
that refinancing is large enough to have an important 
influence on policy. The passing of inflationary pressure 
also removes the best contrary argument of the Federal 
Reserve, namely, that higher interest rates are needed as 
a means of restricting credit expansion. All this suggests 
that the rise in interest rates which took place with so 
much fanfare during the early part of the year is prob- 
ably at an end. 

Since no “normal” relation between bond prices and 
stock prices has existed for some time, the decline in 
bond prices in no way foreshadows a decline in the stock 
market. Moreover, the margin of stock yields over bond 
yields is extremely high — about 614 percent as compared 
with less than 3 percent on high-grade bonds — and pro- 
vides a continued incentive for the shift toward stocks. 


Groups Making the Market 


As a way of analyzing what is likely to happen to the 
stock market, it may be desirable to consider the positions 
of some major groups making that market. Among the 
most important of these are the institutional investors, 
such as universities, trust funds, insurance companies, 
savings banks, and that newest important form of insti- 
tutionalized savings, labor’s pension funds. During the 
past year or two, many investors of ‘this kind have de- 
parted somewhat from a policy of twenty years’ standing 
and have been moving in a limited way into stocks. In 

(Continued on page 8) 
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ILLINOIS INDUSTRIES AND RESOURCES 


During the years between 1939 and 1947 there was a 
remarkable expansion in the manufacture of photo- 
graphic equipment. By 1947 the number of firms in the 
industry had increased from 160 to 366 and the work 
force had jumped from 23,000 to 50,000 employees. Value 
of product was at a record high of $440 million, up 230 
percent from the $133 million 1939 total. 

Photographic apparatus made by the industry includes 
both still and motion picture cameras and projectors, mi- 
crofilm machines, and accessories such as plates, film, 
tripods, film reels, enlargers, and projection screens. 
Motion picture and still photography equipment each 
contributed about 20 percent to the total value of the 
industry’s production in 1947, while film accounted for 
one-third. 

There has been a substantial rise in the number of 
companies manufacturing still projectors. Although pro- 
jectors for slides and strip film contributed only 2 per- 
cent of the total value of production in 1947, their 577 
percent rise over 1939 sales was the largest single in- 
crease in product value reported by the industry, exceed- 
ing even the 400 percent rise in movie camera sales. 


Fast-Growing Illinois Industry 

Between 1939 and 1947 production of photographic 
equipment in Illinois rose sharply, doubling even the in- 
crease shown by the thriving industry as a whole. The 
$68 million worth of photographic equipment manufac- 
tured in the State in 1947 represented a rise of 500 per- 
cent over the total Illinois value of product in 1939. 

The 1947 Census of Manufactures listed Illinois as 
the second ranking state in the industry, with 15 percent 
of the total national value of product. Concentrated in 
the Chicago area, the 72 Illinois firms manufacturing 
photographic equipment in 1947 employed 6,800 workers, 
compared with a total of 33 firms and 2,300 workers in 
1939. 

The industry is largely made up of small enterprises, 
with 60 percent of the firms employing fewer than 20 
workers. A few large companies boost the national 
average number of employees per firm to about 140, 
compared with an average of 95 workers for Illinois 
companies. Two of the eight photographic equipment 
manufacturers in the country employing more than 1,000 
workers are Chicago firms—the Revere Camera Com- 
pany, and Bell and Howell, the largest Illinois company 
in the industry. 

Several outstanding producers of photographic acces- 
sories are also located in Chicago. G-M Laboratories 
ranks high in the photoelectric exposure meter field as 
well as in the manufacture of slide projectors for home 
use, and the Radiant Manufacturing Corporation is one 
ot the leading firms making motion picture and slide pro- 
jection screens. 


Outstanding in Motion Picture Field 


Still cameras and motion picture equipment are not 
ordinarily both made by the same company, although one 
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firm commonly makes both cameras and projectors. Most 
of the Illinois photographic production consists of movie 
apparatus. The Revere Camera Company specializes in 
amateur motion picture equipment, whereas Bell and 
Howell manufactures a large part of the professional 
equipment used throughout the world, although the great- 
est portion of the company’s sales is in the 8 and 16 mm. 
camera and projector lines. 

Bell and Howell has been outstanding in the manu- 
facture of professional movie equipment since the days 
of the nickelodeon. When the company entered the field, 
each inventor had his own favorite film size, and film 
exposed in the camera of one often could not be shown 
in a projector developed by another. 

In 1908 Bell and Howell produced the first 35 mm. 
film perforator, which evenly spaced the perforations 
used to guide the film through camera and projector and 
for the first time did away with the common “flicker” 
effect. The company also put on the market a standard 
35 mm. camera and soon afterward announced the inven- 
tion of a 35 mm. continuous film printer which eliminated 
slow frame-by-frame printing of film. The Bell and 
Howell combination of camera, perforator, and printer 
finally standardized the industry on a film 35 mm. wide, 
today the standard size professional film. 

Another of the pioneer firms in the industry was 
Motiograph, Inc., in Chicago, credited with building and 
marketing the first commercially practical moving picture 
machine. Today, in addition to professional cameras and 
projectors, Motiograph makes arc lamp-houses, power 
generators, and drive-in theater equipment. 


Expanding Markets 

Two of the industry’s fastest growing markets are 
amateur motion picture photography and institutional and 
home use of 16 mm. sound projectors. A new source of 
demand for both 16 and 35 mm. equipment is the filming 
and projection of television programs, 40 percent of 
which were originally made on film in 1950. In another 
area of the field, microfilming has become an essential 
business tool for a variety of record-keeping applications 
in offices and factories. 

Films are gaining importance as a tool of industrial 
engineering in time and motion studies. Motion picture 


projection, with its slow-motion mechanism, makes pos- 


sible the detailed study of plant operations in office quiet. 
Such photographic studies establish standard perform- 
ance rates and prove the fairness of production require- 
ments, eliminate wasteful rehandling, and locate faulty 
action. 

Additional industrial use of films as an aid in training 
both salesmen and factory workers represents a further 
recognition of the value of visual aids as an educational 
device. The industrial applications of photography and 
the great variety of training films widely distributed in 
schools, churches, and the armed forces indicate that 
motion picture equipment has a future far beyond its 
traditional use as a medium of entertainment. 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 


SELECTED INDICATORS 
Percentage changes April, 1951, to May, 1951 


-30 -20 =10 ° +10 +20 +30 +40 
COALMPROOUCTION 
ELECTRIC OWER PRODUCTION 
EMPLOYMENT —MANUFACTURING 
CONSTRUCTION, CONTRACTS AWARDED 
+67 
DEPARTMENT STORE SALES 
BANK DEBITS 
U.S. 
FARM PRICES 
ILLINOIS BUSINESS INDEXES 
May Percentage 
It 1951 Change from 
_ (1935-39 | April | May 
= 100) 1951 1950 
301.6 + 0.2| +13.6 
Coal 96.5 —22.7 | —18.2 
Employment — manufacturing’. . n.a. 
Payrolls—manufacturing®....... n.a. 
Dept. store sales in Chicago*....| 243.6% | + 4.0] + 6.3 
Consumer prices in Chicago®....| 189.8 | + 0.4] + 8.8 
Construction contracts awarded*| 623.5 —11.2 | +12.3 
o 50% 354.5 + 4.4] 421.5 
278.2 — 1.6} +20.6 
Life insurance sales (ordinary)®...| 222.9 + 1.1) +104 
Petroleum production™......... 229.9 + 8.7] — 2.1 


1Fed. Power Comm.; ? Ill. Dept. of Mines; * Ill. Dept. of ioher; 


* Fed. Res. Bank, 7th Dist.; 5U. S. Bur 
Bd.; * Ill. 


Dodge Corp.; 1 Fed es. 
Manag. Assn.; “Ill, Geol. Survey. 

®* Seasonally adjusted. 
was 190.8. n.a. Not available. 


> New series. 


ur. of Labor Statistics; * F. 
Crop Repts.; *Life Ins. Agcy. 


Old series index for May 


UNITED STATES MONTHLY INDEXES 


Percentage 
May Change from 
Item é 
1951 April Ma 
1951 19 
Annual rate 
in billion $ 
Personal income!............. 249.58 + 0.2] +16.3 
Manufacturing! 
282 .0* + 4.9] +21.8 
New construction activity 
Private residential.......... 10.2 — 3.2| —17.6 
Private nonresidential. ...... 10.2 + 7.6 | +29.3 
Foreign trade! 
Merchandise exports........ 16.2 — 1.7 | +63.2 
Merchandise imports........ 12.2 — 0.6] +54.5 
Excess of exports........... 4.0 — 4.9 | +97.9 
Consumer credit outstanding? 
19.2» + 0.3 | +12.3 
Installment credit.......... 12.9» + 0.1 | +10.7 
Business loans*............... 19.1> 0.0 | +43.2 
Cash farm income’............ 25.4 + 1.5 | +15.4 
Indexes 
(1935-39 
Industrial production? = 100) 
Combined index............ 2238 0.0 | +14.4 
Durable manufactures...... . 277" — 0.4; +19.9 
Nondurable manufactures. . . 198* 0.0] + 9.4 
165* + 0.6 | +13.8 
Manufacturing employment‘ 
Production workers......... 167 0.6) + 9.3 
Factory worker earnings* 
Average hours worked....... 108 — 1.0} + 1.8 
Average hourly earnings..... 265 + 9.9 
Average weekly earnings. .... 287 — 0.6} +11.8 
Construction contracts awarded') 1,089 +87.1 | +90.9 
Department store sales*?....... 303* + 0.3) + 4.5 
Consumers’ price index‘... .... 185° +0.4/ 49.5 
Wholesale prices* 
All commodities............ 227 — 0.4] +17.3 
263 — 1.4] 421.2 
Farm prices* 
Received by farmers. ....... 285 — 1.3 | +23.5 
Paid by farmers............ 226 — 0.4] +11.0 
1084 — 0.9 | +11.3 


1U. S. Dept. of Commerce; ? Federal Reserve Board; * U. S. Dept. 


of Agriculture; * U. S. 
* Seasonally adjusted. 
old series 185.4, a3 


> As of end of month. 
ased on official indexes, 1910-14 = 100. 


Bureau of Labor Statistics; ® F. Ww. Dodge Corp. 


© New series 185.4; 


UNITED STATES WEEKLY BUSINESS STATISTICS 


1951 1950 
Item 
June 23 | June 16 June 9 June 2 May 26 | June 24 
Production: 
Bituminous coal (daily avg.)......... thous. of short tons..| 1,839 1,723 1,648 1,613 1,626 1,758 
Electric power by utilities........... mil. of kw-hr........ 6,835 6,747 6,734 6,445 6,653 6,102 
Motor vehicles (Wards)............. number in thous.... . 149.8 147.4 143.3 111.8 150.7 196.3 
Petroleum (daily avg.).............. eee 6,111 6,108 6,087 6,086 6,081 5,276 
ve 1935-39 =100....... 231.1 231.1 231.1 230.0 232.0 216.1 
Freight carloadings................... thous. of cars....... 833 826 813 745 812 810 
Department store sales................ 1935-39=100....... 265 305 311 273 290 250 
Commodity prices, wholesale: 
Other than farm products and foods. .1926=100.......... 170.2 170.6 170.8 170.9 171.1 148.8 
August, 1939=100... 348.9 351.8 356.3 359.7 362.4 264.4 
inance: 
Failures, industrial and commercial...number............ 130 172 132 191 14 
Source: Survey of Current Business, Weekly Supplements. 
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Production Holds Steady 

Industrial production held level during June at about 
223 percent of the 1935-39 average, according to the 
Federal Reserve Board. Durable-goods production has 
remained virtually the same since March, with increases 
in defense output offsetting drops in consumer goods pro- 
duction. Steel production, averaging better than 103 per- 
cent of rated capacity, amounted to more than 2 million 
tons weekly during June. 

Automotive output is beginning to encounter in- 
creasing supply difficulties. Materials allocations have cut 
into vehicle production to some extent, and will act as 
still more of a check during the third quarier. With June 
production of 615,000 cars and trucks, second-quarter 
output was expected to reach a total of 1,883,000 vehicles. 
Under new materials restrictions which became effective 
on July 1, production for the third quarter is to be cut to 
1,475,000 units. 

Machine tool shipments during May were estimated 
by the National Machine Tool Builders’ Association at 
175 percent of the 1945-47 average, the highest level since 
early 1944. Even so, unfilled orders remain at a level 
about 20 times the rate of monthly shipments. 


Prices Tend Downward 

The comprehensive index of wholesale prices declined 
0.8 percent in the four-week period ended June 26. Farm 
products and foods, down 1.2 percent and 1 percent, 
respectively, were the chief factors. 

Prices received by farmers also fell in the most recent 
reported period. A 1.3 percent decline during the month 
- ended June 15 marked the fourth consecutive month of 
falling prices for farm products. At 301 percent of the 
1910-14 average, prices received were 4 percent below 
the February 15 peak. Prices paid, on the other hand, 
remained steady, with the result that the parity ratio 
dropped from 108 on May 15 to 106 at mid-June. 

The consumers’ price index rose slightly from April 
15 to May 15, up 0.4 percent to 185.4 (1935-39 = 100). 
Fractional rises in all but one group of commodities 
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(fuel, electricity, and refrigeration) entered into the 
over-all increase. Since June, 1950, the index has risen 
nearly 9 percent, with food price boosts by far the most 
important factor. 


Business Expenditures Continue Rise 


Estimated business expenditures for plant and equip- 
ment for the second and third quarters are expected to 
reach record levels. For the second quarter, capital ex- 
penditures of $6.4 billion were 6 percent more than pre- 
viously anticipated, and 48 percent over the correspond- 
ing period of last year. Third-quarter spending, also 
estimated at $6.4 billion, is expected to be more than a 
third above third-quarter expenditures of 1950. This 
leveling off may indicate that physical plant in the aggre- 
gate is beginning to catch up with requirements. As 
illustrated by the accompanying chart, 1951 quarterly 
expenditures at annual rates exceed the previous three 
years, and for the second and third quarters are much 
higher. 

A breakdown of anticipated expenditures shows that 
manufacturing industries continue to account for more 
than half the total, with estimated third-quarter spending 
60 percent over the third quarter of 1950. Utilities and 
mining firms also plan large increases over last year. 


Sales Strengthen 

Manufacturers’ sales recovered during May from their 
April slump; on a seasonally adjusted basis, sales rose 
about 5 percent to $23.5 billion. Increases were wide- 
spread, with nondurables showing somewhat more 
strength than durables. New orders showed a further 
slight decrease of 3 percent to $23.2 billion, mainly be- 
cause of seasonal factors. Despite the drop in new orders, 
however, the backlog of unfilled orders continued to ex- 
pand, rising from $53.4 billion to $53.8 billion. This was 
the smallest monthly increase since last June, and was 
concentrated in durable goods. 

Inventory values continued the rise begun last August, 
with nearly $1 billion added during May. More than two- 
thirds of the increase to $38.8 billion oceurred in durable 
goods. In the period from August, 1950, to May, 1951, 
inventory book values rose nearly 30 percent, whereas 
wholesale prices of manufactured products rose less than 
10 percent. It is apparent therefore that more than two- 
thirds of the increase has resulted from additions to . 
physical stocks. 

Retail sales were marked by a reversal of a three- 
month downtrend, increasing 6 percent over April to 
nearly $12.4 billion. After seasonal adjustment total sales 
were substantially the same for the two months, with a 
slight decrease in sales of durable goods a little more 
than offset by minor. rises in nondurable-goods sales. 


Credit Line Still Holding 


Credits extended to consumer purchasers remained 
steady during May, with only a $61 million rise over the 
end of April to $19.2 billion at the end of May. Consumer 
credit controls have been primarily responsible for the 
absence this year of the usual spring climb from the 
post-Christmas decline in credit outstanding. 

Business loans remained fairly steady during June for 
the third consecutive month. During the four-week period 
ended June 27, loans had risen only $172 million to a 
total of $19.2 billion. 
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HOUSING AND REGULATION X IN 1951 


H. E. RILEY* 
Bureau of Labor Statistics, U.S. Department of Labor 


Issued under authority of the Defense Production Act 
of 1950, Regulation X is an anti-inflation measure de- 
signed to restrict the volume of residential mortgage 
credit by setting maximum loan-to-value limits on new 
house financing. 

The major assumptions underlying Regulation X are: 
(1) the schedule of maximum loan values will require 
higher cash down-payments than have been customary 
in the past; and (2) many prospective buyers will be 
driven out of the market because they lack ready cash to 
make the higher down-payments. If the regulation has 
the effect expected tinder the first assumption, there will 
be a relative decline in the volume of new credit. Whether 
buyers will be driven out of the market depends, of 
course, upon how much cash they have and how they 
choose to spend it. 


Potential Effects of Regulation 

When Regulation X was under consideration, the 
Bureau of Labor Statistics made available preliminary 
results of its surveys of new home financing in nine 
large metropolitan areas. These data, covering houses 
completed during the last half of 1949, revealed that 
nearly 40 percent of the mortgage-financed new one- 
family houses were bought with no down-payment. (See 
Chart 1.f More than two-thirds of the units were covered 
by VA-guaranteed loans, either with or without addi- 


Chart 1. New 1-Family Houses Bought with no Down 
Payment in 9 Metropolitan Areas 


Percent 
100 
July to December 1949 
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* Mr. Riley is Chief of the Division of Construction Sta- 
tistics. Opinions expressed in this article are those of the 
author, and do not necessarily reflect the views of the Depart- 
ment of Labor or the Bureau of Labor Statistics. 


tional FHA-insured financing. If Regulation X had been 
in effect, about 90 percent of these buyers would have 
had to increase their down-payments. 

These figures suggest that Regulation X may sub. 
stantially reduce the volume of housing activity. It must 
be noted, however, that the data probably overstate the 
case somewhat, because they relate to large metropolitan 
areas only. Liberal FHA and VA financing under pre- 
Regulation terms was much more common in the large 
urban centers than in smaller communities, where financ- 
ing with lower mortgage ratios predominates. 

In adopting the schedule of maximum loan values set 
forth in Regulation X, it was the intention of the Federal 
Reserve Board and the Housing and Home Finance Ad- 
ministrator to restrict home building but to allow a 
sufficient volume of activity to prevent disruption of the 
industry and to satisfy, in part at least, the continuing 
need for additional housing. An unofficial “target” of 
850,000 units, suggested by the Housing and Home Fi- 
nance Administrator, has generally been recognized as 
the Administration’s goal for 1951. 

Although there were many predictions that the Regu- 
lation would reduce residential construction to a trickle, 
an analysis of the data available at the beginning of the 
new year revealed good prospects for a continuation of 
the building boom. It was estimated that builders held, 
at the end of 1950, pre-Regulation commitments covering 
over 400,000 dwelling units not yet under construction, 
which could be sold under the financing terms previously 
in effect. Housing activity in December and January 
attained an all-time peak for that season of the year. 


New Information on Builders’ Plans 


The housing market is sensitive and highly seasonal, 
but at the same time builders require a long “lead time” 
— involving land acquisition and development, arrange- 
ments for construction financing, assembling of materials, 
and the actual construction period. These factors impose 
a considerable degree of inertia, which means that the 
builders may not be able to curtail operations rapidly, ex- 
cept at the risk of considerable loss in unproductive land- 
holdings, through dissipation of skilled labor force, 
discontinued construction loan arrangements, and similar 
causes. Measures of current housing activity, although 
extremely useful economic barometers, do not provide a 
satisfactory guide for administrative decisions which may 
take practical effect several months thereafter. 

The builders and the government agencies involved 
were concerned over the possibility that builders’ deci- 
sions to curtail activities, induced by their experience or 
anticipation of inability of buyers to meet the stiffer 
credit terms, might unstabilize the industry before steps 
could be taken to modify the Regulation. The need was 
for some positive data on how the Regulation is affecting 
builders’ sales, and what they are doing or planning about 
future operations. To provide this information, the 
Bureau of Labor Statistics was asked to undertake 4 
series of extensive interview surveys. 

In the first of these surveys, conducted in late March 
and early April, 1951, over 10,000 builders or presumed 
builders were interviewed. This first survey was designed 
to serve several purposes: (1) to provide a study of the 
structure of the residential building industry; (2) ‘0 


[ 6 ] 


furn 
X; 3 
resul 


for 
builc 
selec 
initis 
the 
builc 
effec 
peat 
own 
fron 
are 

the | 
total 
hou: 
year 


the 
seco 
oper 
star 
volu 
195( 
hou: 
addi 
Reg 
land 
late 
rien 
secc 
Rec 
con: 
hou 
first 
The 
in | 
Apt 
aga 
eral 
and 
rem 
met 
age 
Reg 
circ 
mor 
| 


furnish some immediate data on the effects of Regulation 
X; and (3) to establish a bench mark against which the 
results of future surveys could be compared. 

Because of the nature of the original sources used 
for establishing the universe of builders — basically local 
building permit records, plus field reports on activity in 
selected non-permit areas — it was not possible to identify 
initially the different persons, whose names appeared on 
the records, as owner-builders, contractors, or operative 
builders. It seemed that the significant and measurable 
effects of Regulation X could be observed only by re- 
peated interviews with a panel of operative builders. The 
owner-builders (building for own occupancy) disappear 
from the sample, and the contractors’ future activities 
are determined by decisions made by their as yet un- 
known clients seeking custom-built homes. Furthermore, 
the operative builders account for a major proportion of 
total nonfarm housing activity. Any one who builds 
houses for sale, even though he builds only one or two a 
year, is called an operative builder. 

At this writing only partial and preliminary results of 
the first survey have been analyzed. In the meantime, a 
second survey, comprising interviews with about 7,000 
operative builders identified in the first round, has been 
started. The first interview obtained information on the 
volume of the builder’s home-building activity in 1949, 
1950, and the first quarter of 1951, and his anticipated 
housing starts for the second quarter of this year. In 
addition, he was asked about selling-price ranges, pre- 
Regulation and post-Regulation financing commitments, 
land holdings, construction loan problems, and other re- 
lated data. In the second round, the builder’s actual expe- 
rience will be compared with his anticipations for the 
second quarter, and he will be asked about his plans for 
the third quarter. 


Recent Developments 

In assessing the operations of Regulation X, we are 
concerned first with its effect on the total volume of 
housing activity. The record of housing starts for the 
first five months does not point clearly to the answer. 
The volume dropped in February, increased by 15 percent 
in March, showed a decidedly contra-seasonal decline in 
April, and confounded most of the forecasters by rising 
again in May. (Chart 2.) 

An examination of the current situation reveals sev- 
eral factors which may have stimulated the May increase, 
and which will play a part in shaping the curve for the 
remainder of the year. One major and unexpected ele- 
ment which came into prominence earlier was the short- 
age of new mortgage funds. This was not related to 
Regulation X, but rather arose out of a different set of 
circumstances. Among the reasons advanced for the 
money shortage were: 

(1) Savings banks and savings and loan associa- 
tions received fewer deposits in late 1950 and early 
1951 than had been anticipated. This left them with 
insufficient loanable funds to meet prior commitments 
and also take on new business. 

(2) Insurance companies had unusually large back- 
logs of commitments. Normally, they might have con- 
tinued to extend new commitments freely but for the 
fact that their loan portfolios were out of balance and, 
more important, they were reluctant to liquidate gov- 
ernment bonds. 

(3) The unpegging of government bond prices 
and the increase in bond interest rates affected not 


Chart 2; NEW HOUSING STARTS 
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only the insurance companies, but other lending 
agencies as well. Holders of bonds bought at par were 
unwilling to sell them at a loss. Also, the higher 
interest rate on governments made the 4 percent VA- 
guaranteed loans less attractive. 


Many observers credited these factors, rather than 
Regulation X, with the April drop in housing starts. In 
analyzing the May reversal, we must not overlook the 
backlog of advance loan commitments. It is readily con- 
ceivable that most of the units started in May were 
covered by previous commitments which were in the 
lending agencies’ backlog. A typical operative builder 
may obtain advance financing commitments, which are 
similar to a line of credit, covering operations which he 
has scheduled over some months in the future. Normally 
he would allocate the starts more or less uniformly over 
his annual production period. However, widespread 
rumors circulated during April and May to the effect 
that NPA was planning to apply further and severe 
restrictions on residential building. These rumors prob- 
ably induced many builders to step up their schedules in 
order to get as many houses as possible under construc- 
tion before further limitations were applied. If this 
analysis is valid, the builders may be expected to work 
off the backlog of commitments rather quickly; they 
will then have to make new financing arangements for 
further operations. 


Outlook for Building Activity 


Some of the factors currently restricting mortgage 
funds are no doubt temporary in character. The insur- 
ance companies are still receiving a huge volume of funds 
in premiums and mortgage loan repayments. When they 
work out of the present over-commitment situation, they 
will probably be back in the mortgage loan market on an 
extensive scale. It has been suggested that savings banks 
and savings and loan associations experienced a decline 
in deposits in late 1950 and early 1951 because consumers 
were spending their income on consumers’ goods in last 
year’s buying spree. Sales of consumers’ goods have 
dropped sharply since the first of the year, but personal 
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incomes have gained. This trend should be reflected in 
rising savings deposits. 

The shortage of mortgage funds, therefore, may prove 
to be of short duration. In addition to Regulation X, 
there are some other possibilities to be considered. Some 
observers fear that the housing supply has caught up 
with effective demand. They point to occasional reports 
of slow sales as evidence that there may not be enough 
buyers to support an 850,000-unit year. Availability of 
materials and labor is also in question. Preliminary re- 
sults of the first builders’ survey indicate that in early 
April the industry was still planning an expanded pro- 
gram. Some 2,000 builders in three large metropolitan 
areas expected to start nearly 40 percent more houses in 
the second than in the first quarter, despite a rapid de- 
cline in their backlog of pre-Regulation-X financing com- 
‘mitments. About two-thirds of the houses planned for 
the April-May-June period were to be financed under the 
down-payment requirements of Regulation X, as com- 
pared with about two-fifths during the first quarter. 

A total of 444,500 new nonfarm dwelling units were 
started in the first five months of 1951. Although this 
shows a decline of 20 percent, as compared with the same 
period in 1950, it is nevertheless an annual rate of better 
than a million units. Despite possible materials problems, 
Regulation X, limitations in funds, and possibly some 
reduction in the demand for new housing, it seems most 
likely that the target of 850,000 starts will be attained 
and probably exceeded. If no additional and severe 
restrictions are applied, the total for the year may run 
well over 900,000 units. 


Some evidence now available suggests, however, that 
the year’s production will include an increasing propor. 
tion of larger and higher-priced houses. Bureau of Labor 
Statistics surveys in six large metropolitan areas show 
that the average construction cost of one-family houses 
increased from $10,130 in the second and third quarters 
of 1950 to $11,765 in the first quarter of 1951. More 
significantly, 46 percent of the 1950 houses had a floor 
area of 1,000 square feet or more. In the 1951 period the 
proportion had increased to 59 percent. In 1950, 17 per. 
cent had more than one bathroom. In 1951, 23 percent 
had more than one bathroom. This shift may result from 
the fact that cash down-payments required by Regulation 
X, although applied on a graduated scale, are neverthe- 
less a greater burden for the buyers of low-priced houses 
than for those seeking relatively high-priced accom. 
modations. 

World War II veterans have bought a major propor- 
tion of the large volume of low- and medium-priced 
housing produced during the past few years. As noted 
earlier, most of these sales have been financed with no 
down-payments or very small cash outlays. On the other 
hand, the higher-priced housing has been covered by 
FHA-insured or uninsured conventional-type loans. A 
buyer’s initial equity of 40 to 50 percent has usually been 
required in this type of financing. The maximum down- 
payment required by Regulation X is 50 percent, apply- 
ing to properties valued at $24,250 or more. Whether or 
not these buyers have been less affected by the Regula- 
tion, many builders seem to anticipate less difficulty in 
selling larger, more expensive houses in 1951. 


Stock Market Basically Strong 
(Continued from page 2) 


the stock market they operate, of course, on the most 
conservative basis possible, usually limiting their pur- 
chases to high-grade irivestment issues. 

That they have shifted into stocks at all requires ex- 
planation. The move may be explained in part by the 
dissipation of depression fears at a time when dividend 
yields were substantially higher than bond yields. More 
importantly, it seems to derive from inflation fears; for 
many financial people have developed a firm bias to the 
effect that inflation is a permanent part of our economy. 
Being convinced of this, they are faced with the question 
of how they can maintain their equity as the value of the 
dollar declines. 

There seem to be two possibilities. The first is to get 
interest rates up, so that higher income will re-establish 
the value of capital in a shorter time; and this clearly 
has been part of the effort, as rising interest rates indi- 
cate. The second is to move out of bonds and other fixed- 
price securities into stocks, real estate, or other assets 
whose prices could go up with commodity prices. 

' Although the inflation is at least temporarily checked, 
the flow of funds from these institutional sources into 
stocks will probably continue. The public will be turning 
over to them an even larger volume of savings, and with 
funds piling up in the face of diminished outlets, stocks 
will almost have to be taken if available funds are to be 
efficiently used. High yields have much attraction for in- 
vestment funds and are well protected by earnings. 

The second group of investors to be considered may 
be referred to as the general public. In the aggregate, 
they, too, have substantial funds to invest. Their war 


bonds, for example, are beginning to mature in volume. 
They, too, kept out of the market for many years, and 
only last year began to swing away from their long-stand- 
ing fear of speculation. So far, they have had only a 
taste of speculative gains, and have not yet swung over 
to general market participation. In fact, they are again 
temporarily standing aloof, keeping the market “thin.” 

Both inflation and deflation tend to keep “the public” 
out. Both tend to create states of uncertainty and inse- 
curity which restrain investment action. In the period 
ahead, with commodity prices relatively stable and pro- 
duction turning more definitely upward, conditions will 
be most favorable for a continuation of the postwar 
swing in speculative psychology. In all 
greater numbers will “jump in” as soon as the market 
gives signs of resuming the rise. 

The third group making the market may be described 
as the “professional” speculators. In contrast to the insti- 
tutional investors, who generally play the conservative 
line, often with the help of formula plans, this group 
seeks the greatest advantage by getting in on any move 
early and playing it to as near the end as possible. 

The uncertainties of recent years have tended to make 
them jittery. Their action is erratic, but effective when 
markets are thin and business trends hang in the balance. 
They seem more likely to accentuate the swings of the 
market than to determine basic trends. There is 10 
reason to think they won’t join in pushing a new move- 
ment ahead. 

Today, peace jitters give the market a temporary set 
back. Perhaps the next setback will come as the result of 
a new war scare. All the basic factors in the economy 
continue to point toward higher levels. VLB 
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Industrial Plant Security 


“How to Prepare Your Plant for Atomic Attack” is 
the title of an illustrated booklet on industrial plant 
security in the atomic age being distributed free of charge 
by Walter Kidde and Company, Inc. (40 East 34th St., 
New York 16, N.Y.). It is designed to provide industrial 
management and safety personnel with factual informa- 
tion about the atomic bomb and a guide to plant man- 
agement in organizing personnel to cope with possible 
plant disasters. Recommendations are included for 
strengthening plant construction and sustaining produc- 
tion in the face of bomb attack. 


Aluminum Welding Process 


A new method of welding aluminum makes possible 
for the first time the use of that metal in large amounts 
on the topsides of fighting ships. The great saving in 
weight over the use of steel is said to make the ships 
more stable and seaworthy, and allows the use of more 
armament. Previously aluminum was never used exten- 
sively on ships except where it could be riveted or spot- 
welded under very high pressures. The sealing of 
aluminum joints by welding has been difficult because 
in contact with air the metal covers itself with a coating 
of inert aluminum oxide. With the new process, a small 
portable gun, which can seal a joint from any position, 
feeds a filler wire of an aluminum alloy through an 
electric arc and at the same time sets up a field of 
helium gas around the area to be welded which keeps out 
the surrounding atmosphere. The process, called gas- 
shielded metal arc welding, was developed for the Navy 
by Air Reduction Laboratories, Murray Hill, N.J. 


Agricultural Yearbook 


The 1950-1951 Yearbook of Agriculture entitled 
“Crops in Peace and War” may now be obtained from 
the Government Printing Otfice, Washington 25, D.C. It 
includes information on the processing of all major 
American farm products, their industrial and food uses, 
and their by-products. A special section describes re- 
search and procedures involved in finding new uses for 
farm products. 


New Industrial Tape 


The Industrial Tape Corporation (New Brunswick, 
N.J.) has announced the development of a Fiberglas re- 
inforced tape which can replace steel strapping in 
packaging, thus releasing the metal for more vital uses. 
The tape has an exceedingly high tensile strength, ap- 
proximately 200 pounds per square inch, and is well 
suited for tying packages in typical post-office fashion. 


Removal of Forging Scale 


A preheat chemical bath which is said to completely 
Tfemove furnace scale in heat-treating steel forging is 
currently being marketed by the Pennsylvania Salt Man- 
ufacturing Company. Parts are immersed in the Pensalt 
SR-4 bath for five minutes and then may be placed 
directly into heat-treating furnaces or stored. Forging 
scale must be removed from all forgings before machin- 


BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


ing if close tolerances are to be obtained. The scale 
is an iron oxide which is harder than steel, very 
abrasive, and clings tenaciously to the forgings, making 
removal a difficult problem. 


Wages in 1950 


The June, 1951, issue of the Monthly Labor Review 
contains an article on “Wage Trends in 1950.” As shown 
by the chart, there were widespread wage increases dur- 
ing 1950, resulting first from the business recovery from 
the mid-1949 low and then from the economic conditions 
caused by the Korean outbreak. Whereas collective bar- 
gaining in 1949 had focused mainly on pension and in- 
surance plans, in 1950 it increasingly concentrated on 
wage rates. By June, 1950, the country had reached a 
high level of prosperity when the Korean conflict caused 
a further increase in the number and size of wage ad- 
justments. Weekly earnings rose 13.3 percent during the 
year while the work week was lengthened from 39.7 to 
41 hours. About one-third of the changes in weekly earn- 
ings, which occurred before the Korean war, was largely 
the result of the longer hours of work, but after June the 
increase was due primarily to the advance in hourly 
earnings. 


TREND OF EARNINGS AND PRICES 
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Source: Monthly Labor Review, June, 1951, p. 639. 


Visual Aids Boost Sales 


National Sales Executives, Inc. (Hotel Shelton, 49th 
St. and Lexington Avenue, New York 17, N.Y.) has 
announced the publication of a handbook entitled “A 
Guide to Films and Their Uses by Sales Executives” 


( $3.00). 
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LOCAL ILLINOIS DEVELOPMENTS 


Illinois business activity in May continued consider- 
ably above last year’s level, with coal production the 
principal exception, down 18 percent from May, 1950. The 
decline was partly of a seasonal nature and partly the 
result of fewer mines being worked. Several strip mines 
were closed permanently the first part of the month. 


Retail Sales 


Sales of retail stores in the first four months of this 
year approximated $2.8 billion, a 13.7 percent increase 
over the same period last year. Downstate counties reg- 
istered a larger gain over the period than did Cook 
County, as shown by the chart below. 

The sales of almost all types of retail stores gained 
in dollar volume as compared with last year, but differ- 
ences in the relative increases of different types of stores 
are apparent by area. As the chart shows, furniture and 
appliances, lumber, building and hardware, and food 
stores recorded the largest sales increases downstate, 
whereas in Cook County the order of rank was lumber, 
building and hardware, automotive, and furniture stores. 
The smallest gains were recorded for apparel stores, drug 
stores, florists, and fuel and ice dealers. (The sharp drop 
pictured on the chart in book and stationery store sales 
in Cook County was probably due to changes in classifi- 
cation rather than to any real decline in sales.) 


Steel Production 

Steel production in the Chicago area increased. Pro- 
duction for the month was 1,672,500 net tons, an all-time 
peak 4 percent above April and 8 percent over May, 1950. 


RETAIL SALES BY MAJOR KINDS OF BUSINESS 
Percent change Jan.-Apr., 1950 — Jan.-Apr., 1951 
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Plants in the area operated at over 107 percent of 
capacity throughout the month. 

According to a report by the American Iron and Stee! 
Institute, all major steelmaking districts in the nation are 
increasing their steel furnace capacity. The six-state 
area which includes Illinois is scheduled to have a total 
capacity of 23.9 million tons by 1953, approximately one. 
fifth of the national total. This would represent an | 
percent increase over the present 21.5 million tons 
capacity. Most steel capacity in this area is located jp 
Cook County, Illinois, and Lake County, Indiana. Of the 
2 million net ton output of the six-state area in May, well 
over 90 percent was produced in steel mills in these two 
counties. 


Construction 

The $104 million of construction contracts awarded 
in the State in May set a new record for the month but 
fell below the $117 million awarded in April, the second 
largest amount awarded for any month on record. The 
decline from April was entirely in nonresidential con- 
tracts; residential contracts were up 9 percent and public 
works contracts increased approximately 40 percent. 

Building permits issued in May in 20 selected Illinois 
cities were up 43 percent over April, primarily because 
of the large increase in Chicago permits. East St. Louis, 
with a more than 500 percent increase, reported the 
greatest relative gain. 

Caterpillar Tractor Company at Peoria has been 
awarded a $22 million contract by the army for tractors, 
the second largest order received by the company from 
the government this year. The company’s new 700,000 
sq. ft. plant at Joliet will soon be completed. National 
Video Corporation, one of the major manufacturers of 
television tubes, has purchased a plant in Grayslake and 
will manufacture miniature and sub-miniature receiving 
tubes for civilian and government use. 

American Radiator and Standard Sanitary Corpora- 
tion is converting its Litchfield plant to defense work. 
The company has a contract with the Air Force to 
manufacture sand-molded magnesium castings for use in 
fighter and bomber planes and for other defense vehicles. 

Gould-National Batteries, Inc., is building a $3 million 
plant in Kankakee. The plant will employ between 300 
and 350 persons and will make. torpedo and submarine 
batteries for the Navy. 

Clearing Machine Corporation is constructing a new 
plant at Joliet, at a cost of approximately $1 million. The 
plant will be used for machining and assembling small 
parts for the company’s line of hydraulic and mechanical 
presses. 


Prices 

For the second consecutive month the consumers’ 
price index for Chicago showed little change, up 0.4 per- 
cent from mid-April to mid-May, the same percentage 
gain as for the nation. The index on May 15 was 1898 
percent of the 1935-39 average, 9 percent greater that 
last May. 

Illinois farm prices declined 1.6 percent between April 
15 and May 15 to 278.2 percent of their 1935-39 average. 
Since prices paid by farmers declined even less during 
the period, the Illinois parity ratio at 110 showed only 4 
small decrease. 
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May, 1951 


COMPARATIVE ECONOMIC DATA FOR SELECTED ILLINOIS CITIES 


Building 
Permits! 


(000) 
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Depart- 


ment Store 


Sales‘ 


Percentage Change from. . . . . ay, 1950...) +9.5 +7.0 45.2 421.5 +4.8 
NORTHERN ILLINOIS 
643,322 | $356, 044 $10, 100 $9,850 
ril, 1951...| +63. 412.8 44.3 +9. 
Percentage Change from a ay, 1950....| +20.5 47.4 46.9 45.6 422.3 45.3 
pril, +3. +6. —8. 
Percentage Change from 1950....| —32.2 412.1 43.9 +182 
ril, 1951... 47. 45.8 +23. 
Percentage Change from ay, 1950....| +22.4 47.7 412.5 416.6 417.0 
$ 3290 n.a. $8 ,449 $ 46 $ 53 
April, 1951...| —13.2 422.6 


1950... 


April, 1951... 
*\ May, 1950.... 


Percentage Change from... fApril, 1951... 
May, 1950... 


CENTRAL ILLINOIS 


Bloomington................. 4,829 $4,634 $s 
i, 1951...| —44. a. 15. 
Percentage Change from...{ SP" | 401 
ril, +12.6- +0.5 —7. n.a. +8. 
Percentage Change from. . ay, 1950....| —56.6 413.4 4316 47.7 451 
ril, 1951...| +22.4 +10. 45, 
Percentage Change from. . { ay, 1950....| —7.0 +104 47.9 45.5 +181 
ril, 1951...) +51.6 a 42.8 +4. +1. 
Percentage Change from. ay, 1950....| —12.0 431.5 +5.4 —3.4 +8.9 +103 
$ 138 5,582 $3 ,720 n.a. $ 


April, 1951... 

** (May, 1950. ... 
ay, 1950.... 


Percentage Change from. . . 


_ SOUTHERN ILLINOIS 


$ 495 11,012 $8 ,476 $ 131 $ 51 
n.a. 10,514 $4,182 $ 28 $ 23 
$ 263 4,057 $3 ,763 na $ 3 


Sources: | U.S. Bureau of Labor Statistics. Data include Federal construction projects. * Local power companies. #* Illinois Depart- 
nent of Revenue, Data are for April, 1951, the most recent available. Comparisons relate to March, 1951. 4 Research Departments 
of Federal Reserve Banks in Seventh (Chicago) and Eighth (St. Louis) Districts. * Local post office reports. 

* Total for cities listed. 

» Moline only. 

* Includes immediately surrounding territory. 
na. Not available. 
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